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President Alberto Fujimori's administration has undergone a major shake-up because of differences
regarding the implementation of economic reforms. On April 2, Prime Minister Dante Cordova,
who also served as Minister of Education and headed Peru's privatization commission, submitted
his resignation. That was followed on April 3 by the pro forma resignations of the rest of the
cabinet. Analysts attributed Cordova's leaving to policy differences between the prime minister
and Economy Minister Jorge Camet. One of the major issues involves the privatization of the stateowned oil company Petroperu, which is opposed by the majority of Peruvians.
Within the Fujimori administration two tendencies have fought to control the direction of economic
policies. The power struggle was manifested by a climate of indefinition and slowness in the
implementation of the International Monetary Fund (IMF)-backed reforms begun in 1990 during
Fujimori's first term. Proponents of one tendency, including Cordova, called for "fine-tuning" the
existing neoliberal reforms and insisted on the necessity of "social sensitivity."
The other tendency, under the leadership of Camet, defended strictly adhering to the reforms
agreed to with the IMF and warned of the risks involved in making any adjustments or carrying
out the fine- tuning that the other faction wanted. Observers said the climax had been building
for the past two months, when some economic problems emerged. One of those problems was
growing inflation. In 1995, annual inflation declined to just 10.2%. But the consumer price index
(CPI) registered a marked jump early this year, with a 4.2% accumulated inflation rate during the
first quarter of 1996. This jump makes it extremely difficult for the government to reach the goal it
set with the IMF of 9% annual inflation for 1996.
In addition, Peru racked up a US$280 million trade deficit in January and February, up from a US
$218 million deficit during the same period in 1995. Analysts predict that the total deficit this year
will reach US$2.2 billion. "Financial indicators such as the decline in the Lima stock market are
alarming, as is the growing trade deficit and social problems observed in business bankruptcies and
persistent unemployment," said economist Francisco Urrunaga, a former director of one of the state
development banks abolished by Fujimori's economic program. "It's important to determine to what
extent these indicators result from current economic policies or from poor management."
Recently, the National Society of Exporters urged the government to make a series of adjustments
to the economic program that it said were compatible with the goal of "refining without changing
the model." Among measures recommended by the exporters were "labor flexibility," which implies
fewer restrictions on dismissals, tax reductions, an improved reimbursement system for input tariffs,
and a reduction in port duties. The exporters said the measures would retain the economic opening
advocated by the IMF "because they will help domestic production without blocking imports or
raising import tariffs." Adding to the pressure on the government, last February the press leaked
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a letter from IMF director Michel Camdessus in which he called Peru's growing inflation rate
"worrisome," and challenged the Peruvians to "define the policies that will achieve the objectives of
the program, so that the [IMF] discussions with the government will be productive."
In the past, the IMF at times referred to Peru as its "star pupil." Industrialists and analysts
supporting the opposition saw the letter as a criticism of Camet and were sure the economy
minister would be made to pay. But it now seems that the letter, as well as the public statement of
dissatisfaction formulated in March by the IMF mission when it returned to New York indicating
that the situation remained unclear, strengthened rather than weakened Camet's position. In
addition, Camet returned from a recent meeting with the Inter-American Development Bank in
Buenos Aires with several factors in his favor. The most important was an agreement with the IMF
to "relaunch" the economic program.
The daily newspaper Expreso, citing government sources, said that the new program would
stimulate investment in mining, oil, tourism, and agriculture, while pushing forward the signing
of a contract for exploitation and distribution of gas from the Camisea reserve in central Peru (see
NotiSur, 03/31/94 and 02/23/95). In addition, the government will begin the process to renegotiate its
massive foreign debt. An IMF delegation will arrive in Lima April 20 to draw up a rough draft of the
letter of intent, which will be finalized by the end of May before Peruvian government officials meet
with representatives of the Paris Club.
According to sources close to the government, in recent visits Paul Isseman, vice president of the
World Bank, and German Cooperation Minister Carl Dieter Spranger advised the government to
maintain most current economic policies, with the promise of support from multilateral lending
institutions and the European Union. After Camet warned the president of the risks that deviating
from the straight and narrow would entail, and despite the danger of social unrest in response to
stringent reforms, Fujimori apparently decided to deepen reforms along the lines of IMF and World
Bank recommendations.
Thus, rather than Camet being eased out, the head that rolled was Cordova's, since Cordova had
called for increased social investment and an easing of the government's stiff austerity measures.
Sources said the showdown came when Fujimori, after deciding to back Camet, stressed to Cordova
the urgency of rigidly adhering to the IMF-backed plan. "This is a vindication of Camet," said
Manuel Torrado of the Datum polling agency. "Cordova wanted a less-rigid model while Camet
supports the IMF model. Ever since Fujimori said he backed Camet, Cordova's departure was a
foregone conclusion." "This is the result of infighting over economic policy," agreed opposition
Congressman Daniel Estrada. "The economy was the determinant factor in setting off this crisis."
The Union Por el Peru (UPP), the second strongest political force in Peru, said Cordova's resignation
uncovered the deep crisis in the Fujimori administration and also said it was a blow to Fujimori's
hopes that Cordova would be able to consolidate a program to address Peru's distressing poverty,
which affects 13 million Peruvians. Fujimori's decision to back Camet will mean a period of
increased austerity that is expected to last until the end of the year, by which time, according to
Camet, the crisis will have been overcome.
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Nevertheless, despite coming out ahead in the cabinet dispute, Camet came under attack after he
told business leaders on April 1 that inflation for the year would surpass government projections,
leading some economic analysts to doubt other government forecasts for 1996. Just the week before,
Camet had reiterated the government's projection of 9% inflation for 1996, a steady exchange rate
of 2.65 soles to US$1.00, and a 4% growth in exports. However, on April 1, he said inflation would
be about 10% or 11%. "It is surprising how easily the minister changes his projections without even
saying on what he bases the new figures," said the daily newspaper Sintesis.
Meanwhile, after Cordova resigned, Fujimori moved quickly to name Alberto Pandolfi Arbulu, who
will serve as prime minister, cabinet chief, and minister of fishing. After Pandolfi's appointment,
UPP congressional deputy Carlos Chipoco criticized the president's decision. "Pandolfi was in
charge of the privatization of Petroperu, which is opposed by 70% of the population," said Chipoco.
"If this means that the administration is going to maintain a conflict of interest, problems of
transparency in policy, and excessive speed in the privatizations, it will be very bad for the country."
However, independent deputy Manuel Lajo disagreed with Chipoco, saying, "The presence of
Pandolfi in the cabinet is good news because he is a good technocrat capable of dialogue." Pandolfi
was president of Petroperu, whose impending privatization has caused a huge public outcry and
protests by oil workers. On Feb. 1, more than 3,000 oil workers went on strike at the northern
refinery of Talara. Opponents of the Petroperu privatization began collecting signatures throughout
the country to call a referendum to decide the fate of the company. When it became evident that a
surprisingly strong opposition was mobilizing against the sale of Petroperu, the governing majority
in Congress pointed out that the Constitution excludes budget and tax issues from referendum
challenges.
Cambio 90 deputy Jorge Trelles said that "privatizations cannot be the object of a referendum
because, since they constitute a sale whose profits will enter the state treasury, they come under
the budget category." When the warning failed to stop the demand for a referendum, before dawn
on April 11, Fujimori's Nueva Mayoria- Cambio 90 deputies in Congress brought a measure to a
vote that modified the law governing a referendum. Now, any proposed referendum will require
the approval of 48 of the 120 congressional deputies, which effectively blocks a referendum on the
privatization of Petroperu. Previously, no congressional approval was needed for a referendum,
which could be authorized through a petition process by the electorate.
In 1992, Fujimori extolled the wider use of referendums since, he said, the political parties
were "obsolete." "The parties are obsolete," said Fujimori after dissolving Congress. "They no
longer represent the will of the people and they will be substituted by mechanisms for popular
consultations in a system of direct democracy." The mechanism was employed in 1993 to ratify the
new Constitution drafted by the Constituent Assembly, which stipulates that a referendum can be
called with the backing of 10% of the electorate, or about 1.2 million people.
However, the Petroperu referendum would have been the first popular consultation called by those
opposed to the government's policies. The congressional action brought strong condemnation.
"Unfortunately, every day there is more proof that the democracy that all Peruvians want does not
exist," said UPP leader and former UN secretary general Javier Perez de Cuellar, after the vote. "The
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only referendums in Peru now will be those that the governing majority wants," said the former
dean of the Lima Lawyers' Association, Jose Luis Avendano. "Recently various incidents have
changed the rules of the game violating judicial order."
In addition to the efforts to block the sale of the oil company, major protests have broken out in
Tacna, near the Chilean border, against a government decision to ban the importation of used
cars. As a result, by mid-April, Fujimori's approval rating dropped 13 percentage points to 62%,
compared with the 75% support he enjoyed in January, according to a poll by the independent
polling firm Apoyo. The drop was largely attributed to "rejection of the used-car measure, the
slow but steady increase in the price of basic goods, and, most importantly, to opposition to the
privatization of Petroperu," said political analyst Manuel D'Ornellas, writing in the daily Expreso.
In the same survey, opposition to the privatization of Petroperu climbed to 70%, while support
dropped to 20.1%, compared with 34% at the beginning of 1996. Nevertheless, the wave of protests
demonstrated once again the fragmentation of the opposition. Political analysts agreed that, despite
the widespread opposition to the Petroperu privatization and the banning of used-car imports, no
leader or movement has emerged to challenge Fujimori's authority. "The opposition is made up
of diverse groups that all function on their own, which is what makes them weak as an opposition
force," said Fernando Rospligliosi, columnist for the leading political magazine Caretas.
Despite the opposition, the government insisted that it will not backtrack in its program of
privatizations and defended the ban on used-car imports, saying it is necessary to reduce the trade
deficit. In addition, with the appointment of Pandolfi, Fujimori at least momentarily resolved the
cabinet crisis and showed he is putting his money on maintaining the main tenets of the economic
policies that have been in place for the past two years. After the full cabinet followed Cordova and
resigned, Fujimori accepted the resignations of the other ministers who had been urging him to
make a shift in the government's economic policy.
On April 5, Fujimori named five new cabinet members. In addition to Pandolfi, the new ministers
are: Jorge Gonzales Izquierdo (Labor); Elsa Carrera (Transportation, ommunications, Housing,
and Construction); Rodolfo Munante Sanguinetti (Agriculture); and Daniel Hokama (reappointed
to Energy and Mines, a post he held until mid-1995). On April 10, Fujimori completed his cabinet
appointments naming Domingo Palermo Cabrejos Minister of Education and Marino Costa Bauer
Minister of Health. "The IMF has gained in strength," commented economist Juan Abugattas.
"Orthodoxy has triumphed." (Sources: Deutsche Press Agentur, 04/02/96; Notimex, 04/03/96; Inter
Press Service, 04/01/96, 04/03/96, 04/11/96; Reuter, 02/21/96, 02/25/96, 04/02/96, 04/14/96; Agence
France-Presse, 02/21/96, 04/02/96, 04/03/96, 04/07/96, 04/10/96, 04/13/96, 04/15/96)
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